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STATE ECONOMIC REVENUES SHOW SLIGHT IMPROVEMENT

Some national economic indicators appear to be
improving and state revenues driven by the econ-
omy are beginning to respond, as in the past
month income and sales taxes al showed some
growth. While this movement is encouraging, a
sustained growth is the key to the tate's overl
fiscal hedlth.

Base revenues (excluding borrowing) increased
$3.335 hillion or 20.3% thus far in fisca year

2004 compared to the same period in fiscal year
2003 and can be primarily attributed to three one
time factors, which are unlikely to occur in future
years. Firt, the stateissued $10 billion in Pension
Obligation Bonds last year with $1.860 hillion in
proceeds alocated to the Genera Fundsin fiscal
years 2004 and 2005. Recent legidation has

essentially capped the transfers at $1.395 hillion.
The remaining $465 million was transferred

directly to the pensgon systems and payments to
the systems for the remainder of the fiscal year
were suspended.

Second, the federa Jobs and Growth Tax Relief
Reconciliation Act of 2003 alocated a grant of
$422 million to the state and temporarily
increased Medicaid reimbursement rates from
50% to 53%. These two factors, in conjunction
with over $650 million more in federaly reim-
bursable spending, have increased federa rev-
enues $1.222 hillion or 43.9%.

Third, the state implemented a tax amnesty pro-
gram. Through nine months of fiscal year 2004,
this program has deposited $513 million from
various sources with $290 million going to the
Genera Funds. The amnesty program will have
an impact on anticipated receipts in fisca year
2005 and perhaps beyond, particularly in regard
to corporate income.

Even with this increased revenue activity, the
date il maintains a backlog of unpaid bills. As
of March 31, 2004, the existing backlog in the
Generd Revenue Fund totaled $693 million com-
pared to $1.913 hillion last year. Thisis reflected
in the improvement in the cash balance adjusted
to reflect unpaid hills (graph). While short-term
borrowing last year reduced the backlog, the
repayment of borrowing will in dl likelihood
increase the backlog over the next three months.

Base Revenues

Total base revenuesin the General Funds (exclud-
ing short-term borrowing and the transfer from the
Budget Stabilization Fund) totaled $19.726 hillion
through nine months of fiscal year 2004, an
increase of $3.335 billion or 20.3%. State sources
increased $2.113 hillion (15.5%) while federa
sources were up $1.222 hillion (43.9%).

Federal sources are up through the third quarter
due to the surge of Medicaid payments following
$422 million infedera grants, increased Medicaid
reimbursement rates, and increased appropriations.

The increase in dtate sources is the result of a
$1.636 billion increase in transfersin and a$477
million increase in cash receipts. The growth in
transfersin stems from the transfer of $1.395 bil-
lion from the Pension Contribution Fund.
Lottery Fund transferswere up $38 millionwhile
riverboat gambling transfers declined by $23
million. Riverboat gambling transfers were off-
set by the increase in taxes which are deposited
into the Common School Fund ($89 million). All
other transfers are up $226 million due to $185
million in administrative chargeback transfers,
$18 million in fee increase transfers and $5 mil-
lion from Executive Order #10 consolidating
agency functions.

Comparison of General Revenue Fund Daily Cash Balances
FY 2081-FY 2004 Adjusted to Reflect Unpaid Bills
G I Cacd How [aes = (] b B ey Jur
A S ———— = A¥V
p [ e W 7
¥ i k/'\l _rﬂﬂ. ! . . .
SR Y Y -‘.‘_\.,r-,“f' RN T
’ : s s
'-'._ﬁTr""'-L_._' )
A ...lﬂnfr"". b, r"l LT -..“.-h
)5y B L L e il
LVl N (NI ol ALY W - &
AT '|‘ i I| R T kW | R
e Sy W
W A g8 B TE 97 1 121 135 151 186 181 145 M1 2N 241
Mumber of Processing Days
--------------- Y 20k 01 Adj 02 A o3 Adj O A




Sdes tax cash receipts increased $222 million
through three quarters of fiscal year 2004 fol -
lowed by corporate income taxes (up $173 mil -
lion), riverboat taxes ($39 million), public utility
taxes (up $57 million), Cook County IGT (up $37
million), and insurance taxes (up $35 million).
These increases were partialy offset by declines
of $82 million in individual income taxes, $37
million in inheritance taxes and $22 million in
other sources. Other sources are down due to an
$88 million deposit from tobacco settlement
escrow monies last year. Excluding this factor,
other sources would have increased $66 million
with most of this growth due to increased fees.

Cash receiptsincreased in part because $290 mil-
lion from the tax amnesty program was deposited
into the General Funds. While there was amnesty
revenue from various sources, the primary com-
ponents were $152 million in corporate income
taxes, $94 million in sales taxes, $35 million in
individual income taxes, and $10 million in pub-
lic utility taxes. If amnesty tax sources were
excluded, the $477 million increase in sate cash
receipts would be $187 million. Individual
income taxes would have fallen by $117 million;
corporate income taxes would have increased by
only $21 million. Sales taxes which increased by
4.9% would have grown $128 million or 2.8%. It
should be noted, however, that changesin the tax
refund formula have diverted additional growth
in income tax revenues to alow for timelier pro-
ng of tax refunds.

Expenditures

Through March, Generad Funds expenditures
totaled $19.930 billion, $2.481 billion or 14.2%
above lagt year. Awards and grants spending isup
$839 million or 7.1% through the first nine
months while operations spending is down $92
million or 1.8%.

The largest increase in spending has occurred in
Medicaid grant spending from the Department of
Public Aid, up $651 million to $4.460 hillion this
year or 17.1% from $3.809 hillion in thefirst nine
months of last year. A closer look a the pace of
Medicaid spending is revealing. Medicaid spend-
ing from current years appropriations of $4.445
hillion has utilized 80.1% of current year appro-
priation authority with three months |eft in the fis-
ca year. The spikein Medicaid spending in fiscal
year 2004 is due to a concentrated effort to pay
Medicaid claims in order to accelerate federal

matching dollars returned to the cash-strapped
Genera Revenue Fund and to address unpaid
claims remaining from fiscal year 2003.

Other areas of grant spending which increased
over thefirgt three-quarters include State Board of
Education grants (up $161 million or 4.4%),

Teachers Retirement System grants (up $46 mil-
lion or 6.6%) and Human Services grants (up $18
million or 0.9%). Appropriations are up $315 mil-
lion, $53 million and $111 million respectively.

The only area of grant spending which declined
over nine months was higher education grants
(down $49 million or 7.3%). Appropriations are
down $44 million.

Regular date operations expenditures decreased
by $29 million or 0.8% and higher education
operations decreased by $63 million or 4.3% in
the first nine months of fiscal year 2004.

What LiesAhead?

While the economy shows recent signs of
improvement, afew positive revenue months do
not necessarily signal a turnaround in the state
economy. The state faces several challenges for
the remainder of fiscal year 2004 and going into
fiscal year 2005.

Cash Management

The immediate task a hand is to maintain cash
flow over the next quarter to meet the state’ s obli-
gations and operationa needs. Fisca uncertain-
ties remain as some projected revenue enhance-
ments have not yet occurred. The sdle of the 10th
riverboat license, expected to raise $350 million
in revenues, has now been delayed to fiscd year
2005. Revenues from the sde of date assats,

anticipated to generate another $233 million,

have not yet materialized and may not reach pro-
jections. Transfers for administrative chargebacks
and feeincreases have at this point fallen short of
edtimated levels.

Additional revenues will be critical over the next
two months as over $797.4 million, in addition to
those monies aready set aside for debt service,
will be needed to payback short-term borrowing
from last year. Payment delays will lengthen and
increased backlogs will occur as the state

attempts to meet its schedule of transfer and pay-
ment obligations. For example, the Generd

Revenue Fund must transfer another $290 million

—2__

for short-term borrowing repayment between
April 1 and April 14. The March end of month
balance of $155 million includes $100 million set
aside for transfer on April 1. By June 30th, the
state must dso replenish $276 to the Budget
Stabilization or Rainy Day Fund.

Because of the necessary build up in the balance
to dlow the state to make its loan payment, the
figure for the cash balance as adjusted to reflect
unpaid hillsis overstated by approximately $100
million. To end the year with a significant

improvement in this adjusted balance, mogt if not
dl of the revenue enhancements and estimates
projected last spring will have to be redized. As
the third quarter concludes, the year has aready
seen lowered estimates from traditiona revenue
sources (income and sales) than those used to
build the fiscal year 2004 budget. These declines
were offset, however, by the additiona federa

aid that was not calculated into the budget passed
last spring.

Fiscal Year 2005 Sate Budget

As budget makers attempt to craft the fiscal year
2005 state budget, they will have to confront not
only any deficits between fiscal year 2004 rev -
enues and expenditures, but also the potential
unavailability or reduction of many of the afore-
mentioned revenue sources used to structure the
fiscal year 2004 budget last spring. Theseinclude,
but are not necessarily limited to, the following:

($ Millions)
Pension Obligation Bond proceeds included
in FY 2004 budget assumptions. . ......... $1,600
Sdeof dateassdlS. . ..o 233
10th Riverboat License.................. 350
SurplusFund Transfers . ................. 153
Adminigrative Charge-backs. . ............ 330
Cigarette Tax Changes. . ... 50
Tax Amnesty RevenuesinFY 2004 .......... 290
TOTAL .o $3,006

Combined with approximately $750 million in
additional federal grants and reimbursements
obtained over the course of the current year that
will likely not be forthcoming in fiscal year 2005,
the Governor and General Assembly will haveto
identify nearly $3.8 billion in revenue sources or
savingsto construct abalanced state budget in fis
cd year 2005. @
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GENERAL REVENUE FUND TRANSACTIONS
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